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The Argentine government, as yet unable to appease the International Monetary Fund (IMF),
has shown increasing frustration with the institution's demands. The administration of President
Eduardo Duhalde now says it will make no more payments on its foreign debt unless it is able
to reach an agreement with the multilateral lender. Argentina's position seemed to shift in midSeptember after an exchange of messages between Duhalde and IMF managing director Horst
Koehler. Koehler sent Duhalde a letter Sept. 19 that included a list of demands necessary for an
agreement.
One demand was that provincial leaders and Congress sign a "declaration of support" for the
IMF-mandated economic program. The letter said that, "during this time of political transition,
there need to be guarantees that the central elements of the program will be protected." Such a
declaration "would help create confidence in its implementation." It also said that the IMF did not
like "recent political initiatives" related to the banking sector and the application of creditors, nor
the Corte Suprema de Justicia (CSJ) decision that revoked the 13% reduction in salaries of state
workers and retirees.
Duhalde responded with what aides described as a "tense" phone call to Koehler, in which the
president agreed to work on the IMF's requests "to the extent possible" given the independence
of the other branches of government. Duhalde also stressed to Koehler that the IMF needed to
show greater willingness to sign an agreement. Duhalde said on his weekly radio program Sept.
21 that it might be impossible to satisfy the IMF before the end of the year. He said the consensus
among political parties that the IMF was insisting on would only be possible after party primaries
scheduled for Dec. 15, when the candidates would be known.

Economy minister disputes IMF position
The local press had given wide coverage to statements by Koehler and IMF first deputy managing
director Anne Krueger in Washington blaming the lack of consensus among Argentine politicians
for the delay in finalizing an IMF agreement. But Economy Minister Roberto Lavagna said in a press
conference on Sept. 24 that, since July, "there have been no technical obstacles" that justify the
IMF delay. In his opinion, the IMF has made a "completely erroneous diagnosis" of the Argentine
situation and of the lack of political consensus, which he said "was just an excuse."
Since Argentina defaulted on its foreign debt payments last December, it has met the deadlines
for payments to multilateral lenders for a total of US$3.5 billion. Lavagna then gave the first
indication that the government was running out of energy for more efforts to satisfy the IMF.
"There are extremely important domestic objectives, and there is also the objective of meeting
foreign obligations," he said. "The only way of reconciling those two objectives and meeting them
simultaneously is with a deal with the IMF." Lavagna said Argentina would exercise its option to
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take a 30-day "administrative extension" on the debt service due in October. Afterwards, he said,
"We'll see." He said Argentina might consider negotiating with private creditors before an IMF deal
is reached.
Payments due in October and November total US$1.7 billion, with the first US$250 million due Oct.
9. The same day, Duhalde also said the government would stop paying the foreign-debt service if
there was no deal with the IMF. He said Argentina would not use its reserves to make the payments,
as the IMF had suggested. The Banco Central's reserves have dropped from US$15.5 billion to US
$9 billion since December 2001. Duhalde said, "Argentina will only use its reserves to make future
payments if the country finds itself under the umbrella of an IMF agreement." "Argentina is faced
with a negative dilemma regarding the payments due the multilateral financial organisms...," said
Duhalde. "If we decide to pay it's bad because it would reduce the international reserves," which
could "set off a run on the dollar and the risk of hyperinflation." But, he said, "if we don't pay,
Argentina will enter into default, with strong negative consequences for the entire economy."

Lavagna says IMF shares blame for problems
Just before he left for Washington to attend the IMF and World Bank's annual meetings, Lavagna
partially blamed the IMF for the country's economic collapse. He said for years the IMF ignored the
problems caused by previous governments. "The first responsibility in the breakdown of the model
is obviously Argentina's," Lavagna said. "But one should point out that during all those years, with
a certain blindness, the multilateral organizations supported this model, which led to an enormous
rise in indebtedness, unemployment, poverty and, finally, financial breakdown." He also said the
IMF's final US$8 billion loan in August 2001 to ward off collapse was a mistake that explains the
lender's reluctance to reach a new agreement.
"The last IMF agreement with Argentina served only to finance capital flight and deepen the
recession, and it ended in the [financial] collapse and bank freeze of December 2001," Lavagna said.
"As you can understand, this is a heavy burden for such a bureaucracy." Lavagna said that between
March and May the IMF predicted that Argentina faced hyperinflation, financial collapse, and an
ever-deeper crisis. But none of that occurred, and now the IMF "is having a hard time digesting
those errors," he said.
Duhalde had sent Koehler a letter, Lavagna said, pointing out that inflation which reached 10.4%
in April is now just 2% per month, that industrial output grew 6.7% in the last two months, that the
Banco Central is rebuilding its reserves, and that the peso remains stable. He also said 1.9 million
people benefit from social subsidies and, for the first time since 1999, there has been growth in GDP,
which, in the second quarter, rose by nearly 1% over the previous quarter. "The changes have been
substantial," said Lavagna. "However, there is a gap between reality and the IMF's perception of it."
Lavagna said that, while they hope to reach a new accord with the IMF, the Duhalde government
"will not scrap its policy of social assistance," even if it means further delaying negotiations that
have been bogged down for months.
Argentine officials said the IMF was demanding additional cuts in government spending, including
social programs, and an end to unfavorable court rulings. "It seems ill advised that the fund has
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expressed its opinion about social plans," said Cabinet chief Alfredo Atanasof. "Koehler and
Krueger ought to know that, if the enormous network of social containment wasn't working, this
country would have gone up in flames." Rocky September The decision on debt-service payments
capped a difficult month. All during September, relations between Duhalde's economic team and
Washington have been going downhill.
On Sept. 5, Koehler said the IMF had agreed to postpone for a year payment on a US$2.8 billion loan
due Sept. 9. But, he said, the directors "were concerned that it was taking much longer than had
been anticipated to formulate a coherent and comprehensive policy package." Recent attempts by
the Argentine Congress to force banks to pay part of the cost of the devaluation, and the CSJ rulings
reversing spending cuts, have worried Washington. "Directors also emphasized that respect for the
rule of law and for contractual obligations is a sine qua non for a sustainable program," Koehler
said.
On Sept. 5, US Treasury Secretary Paul O'Neill said that Argentina's proposed economic plan
"doesn't really reach the full measure of what was required." When reporters asked Duhalde about
O'Neill's remarks, he was quoted as saying, "Don't pay much attention to the comments of Paul
O'Neill." Duhalde said he was tired of hearing opinions from around the world on what Argentina
should do to resolve its crisis. The country will get out of the economic crisis with or without the
help of the IMF, said Interior Minister Jorge Maztkin. "Even the most patient of us have had our fill
of some of these actions and opinions on the part of the IMF," he said.

Court angers IMF
One of the actions that most angered the IMF was the Sept. 14 decision by an Argentine
Appeals Court declaring a January decision to convert bank deposits from dollars into pesos
unconstitutional. The court also ruled that the nine- month-old partial banking freeze (corralito)
introduced by the government of former President Fernando de la Rua was illegal, as was Duhalde's
120-day ban on lawsuits by Argentines seeking to recoup their savings. In its decision, the court said
it recognized that Argentina is going through an economic and financial "emergency situation," but
emphasized that, even in this crisis, "the powers of the state are not without limits."
Economy Minister Lavagna said the government would appeal the decision to the CSJ. But that
is problematic, given that the last several CSJ rulings have not been favorable to the government,
and, in January, Duhalde called for impeaching all nine members of the court. The IMF sees such
court decisions as evidence of a lack of governability in Argentina and uses them to explain why the
talks continued to be stalled. The decision strengthened the position of the those in the IMF and the
Bush administration, led by Koehler and O'Neill, who oppose any agreement with Argentina. "An
alternative for cases like Argentina is to let them go over the cliff," a Bush administration official was
quoted as saying by the Argentine daily Clarin
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